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"(i) any loss from such activity for such taxable
year (determined after the application of subsection
(b)), over
"(ii) any net income or gain for such taxable year
from all other passive activities (determined after the
application of subsection (b)),
shall be treated as a loss which is not from a passive
activity.".
(2) effective date.—The amendment made by paragraph   26 use 469 note.
(1) shall apply to taxable years beginning after December 31,
1986.
(f) miscellaneous amendments to foreign provisions.—
 (1)	coordination of unified estate tax credit with
TREATIES.—Subparagraph (A) of section 2102(c)(3) is amended
by adding at the end thereof the following new sentence: "For
purposes  of the preceding  sentence,  property  shall not be
treated as situated in the United States if such property is
exempt from the tax imposed by this subchapter under any
treaty obligation of the United States.".
 (2)	treatment of certain interest paid to related
PERSON.—
(A)	Subparagraph (&) of section 163(j)(l) is amended
by inserting before the period at the end thereof the follow-
ing: "(and clause (ii) of paragraph (2)(A) shall not apply
for purposes of applying this subsection to the amount
so treated)".
(B)	Subsection   (j)   of section   163   is   amended   by
redesignating paragraph (7) as paragraph (8) and by insert-
ing after paragraph (6) the following new paragraph:
"(7) coordination with passive loss rules, etc.—This
subsection shall be applied before sections 465 and 469.".
(C)	The amendments made by this paragraph shall   26 USC 163 note.
apply as if included in the amendments made by section
7210(a) of the Revenue Reconciliation Act of 1989.
(3)	treatment of interest allocable to effectively
connected income.—
(a)	in general —
(i) Subparagraph (B) of section 884(f)(l) is
amended by striking "to the extent" and all that follows
down through "subparagraph (A)" and inserting "to
the extent that the allocable interest exceeds the
interest described in subparagraph (A)".
(ii) The second sentence of section 884(f)(l) is
amended by striking "reasonably expected" and all that
follows down through the period at the end thereof
and inserting "reasonably expected to be allocable
interest.".
(iii) Paragraph (2) of section 884(f) is amended
to read as follows:
"(2) allocable interest.—For purposes of this subsection,
the term 'allocable interest* means any interest which is alloca-
ble to income which is effectively connected (or treated as
effectively connected) with the conduct of a trade or business
in the United States.".
(B)	effective   date.—The   amendments   made   by   26 use 884 note.
subparagraph (A) shall take effect as if included in the

